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. ] REHMANN ROBsSON

Certified Public Accountants

‘ A member of THE REHMANN GROUP

INDEPENDENT AUDITORS’ REPORT

April 20, 2006

Members of the Board of County

Road Commissioners
County of Arenac, Michigan
Omer, Michigan

We have audited the accompanying financial statements of the governmental activities and the major
fund of the Arenac County Road Commission, a component unit of Arenac County, Michigan, as
of and for the year ended December 31, 2005, which collectively comprise the Road Commission’s
basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Arenac County Road Commission’s management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the major fund of the Arenac County
Road Commission as of December 31, 2005, and the respective changes in financial position thereof
and the budgetary comparison for the General Fund for the year then ended in conformity with
accounting principles generally accepted in the United States of America.
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The Management’s Discussion and Analysis on pages 3-9 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Road Commission’s basic financial statements. The schedules listed in the
table of contents are presented for purposes of additional analysis and are not a required part of the
basic financial statements of the Arenac County Road Commission. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of Arenac County Road Commission’s financial performance provides an
overview of the Road Commission’s financial activities for the calendar year ended December 31, 2005. The
annual report consists of a series of financial statements. The Statement of Net Assets and the Statement of
Activities provide information about the activities of the Road Commission and present a long-term view of
the Road Commission’s finances. Fund financial statements tell how these services were financed in the
short-term, as well as what remains for future spending. Fund financial statements also report the Road
Commission’s operations in more detail than the government-wide financial statements.

Overview of the Financial Statements

This annual report consists of three parts — management’s discussion and analysis (this section), the basic
financial statements and an additional section that presents the operating fund broken down between primary,
local and county road funds. The basic financial statements include two kinds of statements that present
different views of the Road Commission:

e The first two statements are government-wide financial statements that provide both long-term and
short-term information about the Road Commission’s overall financial status. These statements report
information about the Road Commission as a whole using accounting methods similar to those used by
private-sector companies. The statement of net assets includes all of the government’s assets and
liabilities. All of the current year’s revenues and expenses are accounted for in the statement of activities
regardless of when cash is received or paid. The two government-wide statements report the Road
Commission’s net assets and how they have changed. “Net assets” is the difference between the assets
and liabilities-this is one way to measure the Road Commission’s financial health or position.

e The remaining statements are fund financial statements that focus on individual funds; reporting the
operations in more detail than the government-wide statements.

Note that Arenac County government-wide financial statements are not herein presented because the Road
Commission is a component unit of the county. The county presents their financial statements elsewhere and
in a manner partially resembling private-sector business in its government-wide financial statements in
compliance with GASB Statement No. 34.

Government-wide Statements

The statement of net assets presents information on all of the Road Commission’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the Road Commission is improving or
deteriorating.

The statement of activities presents information showing how the Road Commission’s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses
are reported in this statement for some items that will only result in cash flows in past or future fiscal periods
(for instance, depreciation expense associated with capital assets).




The component unit financial statements are principally supported by state shared revenues (operating grants).
The governmental activities of the Road Commission include providing construction, repair, maintenance,
and snow removal of roads within Arenac County.

The government-wide financial statements include only the Road Commission itself (known as the Primary
government). The Road Commission has no legally separate component units for which the Road
Commission is financial accountable. In this report, financial information for the Road Commission is
reported separately from the financial information presented for Arenac County which reports the Road
Commission as a component unit.

The government-wide financial statements can be found on pages 10 and 12 of this report.

Fund financial statements. A fund is grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The Road Commission, like other
units of state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. The activity of the Road Commission is accounted for in a governmental
fund (General Fund).

Governmental funds. Governmental funds (General Fund) are used to account for essentially the same
function reported in the government-wide financial statements. However, unlike the government-wide
financial statements, general fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating a government’s near-term financing requirements.

Because the focus of the general fund is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for the general fund with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government’s near-term financing decisions. Both the general fund
balance sheet and the general fund statement of revenues, expenditures, and changes in fund balances provide
a reconciliation to facilitate this comparison between the general fund and the government-wide statements.

The Road Commission maintains one governmental fund (the General Fund). Information is presented in the
general fund balance sheet and in the general fund statement of revenues, expenditures, and changes in fund
balances for the Road Commission. The general fund is a major fund for financial reporting purposes as
defined by GASB Statement #34.

The Road Commission adopts an annual appropriated budget for its fund. A budgetary comparison statement
has been provided herein to demonstrate compliance with that budget.

The Statement of Revenues, Expenditures and Changes in Fund Balance — Budget and Actual for the General
Fund can be found on pages 14 through 15 of this report.

The Road Commission does not maintain proprietary nor fiduciary funds.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the Road Commission’s financial statements. The notes to the financial
statements can be found on pages 16 through 25 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information. This is limited to this management discussion and
analysis.



Government-wide Financial Analysis

The Road Commission’s net assets increased approximately 36% or $1,457,464, from $4,053,340 to
$5,510,804 for the year ended December 31, 2005. The net assets and change in net assets are summarized
below.

Arenac County Road Commission Net Assets:

2005 2004

Current and other assets $ 1,365,384 $ 1,687,710
Capital assets 4,670,380 2,645,672
Total assets 6,035,764 4,333,382
Current and other liabilities 482,148 235,143
Long-term liabilities outstanding 42,812 44,899
Total liabilities 524,960 280,042
Net assets;
Invested in capital assets,

net of related debt 4,670,380 2,645,672
Unrestricted 840,424 1,407,668
Total net assets $ 5,510,804 $ 4,053,340

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In
the case of Arenac County Road Commission, assets exceeded liabilities by $5,510,804 at the close of the
most recent fiscal year.

The largest portion of the Arenac County Road Commission’s net assets reflects its investment in capital
assets (e.g., land, infrastructure, buildings, machinery and equipment).



Governmental Activities

A summary of changes in net assets for the years ended December 31, 2005 and 2004 follows:

December 31 December 31
2005 2004
Program revenue
Charges for services $ 1,214,022 $ 1,221,487
Operating grants and contributions
State transportation funds 2,473,162 2,670,011
Capital grants and contributions
Federal and state sources 570,109 963,716
General revenue
Interest and rents 5,920 14,324
Gain on equipment disposal 37,665 78,929
Total revenue 4,300,878 4,948,467
Expenses
Public works 2,843,414 2,691,087
Increase (decrease) in net assets $ 1457464 $ 2,257,380

Governmental activities increased the Arenac County Road Commission’s net assets by $1,457,464. The key
elements of this increase are as follows:

e Grant and contribution revenue is expended by the Road Commission for construction and
maintenance of roads. Under the full accrual method of accounting these amounts are capitalized as
infrastructure additions, therefore, the revenue is not offset by capital expenses, causing a significant
increase in net assets.

e There was a 12% decrease in program revenue from the prior year.

There was a 53% decrease in general revenue from the prior year.

e There was a 6% increase expenses from the prior year.



A summary of changes on the Operating fund is as follows:

For the year ended December 31, 2005

Actual for the
Variance Year Ended

Original Final Positive  December 31
Budget Budget Actual (Negative) 2004
Revenue
Permits and licenses $ - $ - 3 6,700 $ 6,700 $ 5,475
Federal sources 130,000 130,000 509,185 379,185 782,692
State sources 3,018,232 2,973,674 2,534,086 (439,588) 2,851,035
Contributions 279,102 472,549 475,163 2,614 487,789
Charges for services 591,671 612,415 722,159 109,744 728,223
Interest and rentals - - 5,920 5,920 14,324
Other revenue 33,500 58,376 47,665 (10,711) 78,929
Total revenue 4,052,505 4,247,014 4,300,878 53,864 4,948,467
Expenditures
Primary road maintenance 1,921,980 1,919,066 1,927,055 (7,989) 2,090,556
Local road maintenance 1,352,950 1,738,689 1,751,309 (12,620) 1,640,082
State trunkline maintenance 591,671 596,834 677,133 (80,299) 592,355
State trunkline non-maintenance - 15,581 40,824 (25,243) 112,888
Equipment expense (net) - - (65,039) 65,039 (43,356)
Administrative expense (net) 285,410 288,212 304,488 (16,276) 276,456
Capital outlay (net) 215,750 275,209 215,996 59,213 33,787
Other 15,000 15,000 18,443 (3,443) 15,209
Total expenditures 4,382,761 4,848,591 4,870,209 (21,618) _ 4,717,977
Net change in fund balance (330,256) (601,577) (569,331) 32,246 230,490
Fund balances, beginning of year 1,452,567 1,452,567 1,452,567 - 1,222,077
Fund balances, end of year $1,122,311 $ 850,990 $ 883236 $ 32,246 $ 1,452,567

General Fund Budgetary Highlights

Prior to the beginning of any year, the Road Commission’s budget is compiled based upon certain
assumptions and facts available at that time. During the year, the Road Commission Board acts to amend its
budget to reflect changes in these original assumptions, facts and/or economic conditions that were unknown
at the time the original budget was compiled. In addition, by policy, the Board reviews and authorizes large
expenditures when requested throughout the year.

The final amended revenue budget for 2005 was $194,509 higher than the original budget primarily due to the
neighboring counties and township contributions. The actual revenue recognized during 2005 was more than
the final amended budget by $53,864.



The final amended expenditure budget for 2005 was $465,830 greater than the original budget due to an
increase in local road maintenance as a result of an increase in state, county, and township contributions and
an increase for capital outlay expenditures. The actual expenditures recognized during 2005 were more than
the final amended budget by $21,618. There was an unfavorable variance in the primary road, local road, and
state trunkline maintenance, state trunkline non-maintenance, administrative, and other expenditure line items.

Capital Assets

As of December 31, 2005, the Arenac County Road Commission had invested $4,670,380 in capital assets.
This amount represents a net increase (including additions and deductions) of $2,024,708 for 81% as follows:

Balance December 31,

2005 2004

Capital assets not being depreciated

Land and improvements $ 9,200 $ 9,200 0.00%

Depletable assets - 623 -100.00%
Subtotal 9,200 9,823 -6.34%
Capital assets being depreciated

Buildings 385,244 373,344 3.19%

Equipment 3,552,751 3,455,129 2.82%

Infrastructure 4,179,297 2,108,781 98.19%
Subtotal 8,117,292 5,937,254 36.72%
Total capital assets 8,126,492 5,947,077 36.65%
Total accumulated depreciation (3,456,112) (3,301,405) 4.69%
Total net capital assets $4,670,380 $2,645,672 76.53%

Major capital asset events during the current fiscal year included the following:

Various Resurfacing $2,070,516
Equipment 405,799
Total Additions $2,476,315

Additional information on the Road Commission’s capital assets can be found in note 111.B. on page 22.



Long-term debt

At the year end, the Arenac County Road Commission had no notes, bonds or installment purchase
agreements. The balance of the Road Commission’s long-term obligations include accrued vacation and sick
pay leave. More detailed information about the Road Commission’s long-term liabilities is presented in Note
I11. C. to the financial statements.

Economic Factors and Next Year’s Budgets and Rates

The following factors were considered in preparing the Road Commission’s budget for the 2006 fiscal year:

- According to the Michigan Department of Transportation estimates, the transportation fund is
expected to be stagnant, due mainly to increased gasoline prices resulting in decreased usage.

Requests for Information

This financial report is designed to provide a general overview of the Road Commission’s finances for all
those with an interest in the component unit’s finances. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to the Clerk,
Arenac County Road Commission, 116, Bridge Street, Omer, Michigan 48749.
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ARENAC COUNTY ROAD COMMISSION
STATEMENT OF NET ASSETS AND GENERAL FUND BALANCE SHEET

DECEMBER 31, 2005

General Statement
Fund Adjustments of Net Assets
ASSETS
Cash $ 399,162 $ - $ 399,162
Investments 206,446 - 206,446
Accounts receivable
Michigan transportation fund 390,133 - 390,133
State trunkline maintenance 88,271 - 88,271
State transportation department - other 992 - 992
Due on county road agreements 29,143 - 29,143
Sundry accounts receivable 4,625 - 4,625
Interest 252 - 252
Inventories
Equipment material and parts 96,818 - 96,818
Road materials 126,103 - 126,103
Prepaid insurance 23,439 - 23,439
Capital assets
Land and improvements - 9,200 9,200
Property and equipment - net of
accumulated depreciation - 844,310 844,310
Infrastructure - net of
accumulated depreciation - 3,816,870 3,816,870
Total assets $ 1,365,384 4,670,380 6,035,764
LIABILITIES
Accounts payable $ 269,220 - $ 269,220
Accrued liabilities 22,601 - 22,601
Advances
State trunkline equipment purchase 102,771 - 102,771
State trunkline maintenance 57,304 - 57,304
Deferred revenue 30,252 - 30,252
Long-term liabilities
Due within one year - 4,281 4,281
Due after one year - 38,531 38,531
Total liabilities 482,148 42,812 524,960
Fund Balance/Net Assets
Fund balance
Reserved for inventory 222,921 (222,921) -
Unreserved, undesignated 660,315 (660,315) -
Total fund balance 883,236 (883,236) -
Total liabilities and fund balance $ 1,365,384
Net Assets:
Invested in capital assets 4,670,380 4,670,380
Unrestricted 840,424 840,424
Total net assets $ 5,510,804 $ 5,510,804

The accompanying notes are an integral part of these financial statements.




ARENAC COUNTY ROAD COMMISSION

Reconciliation of General Fund Balance Sheet
to Statement of Net Assets

DECEMBER 31, 2005

Fund balances - General Fund $ 883,236

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.

Add - land and depletable assets 9,200
Add - property and equipment 3,937,995
Add - infrastructure 4,179,297
Deduct - accumulated depreciation (3,456,112)

Long-term accrued compensated absences are not due and payable in the
current period and therefore are not reported in the funds. (42,812)

Net assets of governmental activities $ 5,510,804

The accompanying notes are an integral part of these financial statements.
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ARENAC COUNTY ROAD COMMISSION

STATEMENT OF ACTIVITIES AND GENERAL FUND REVENUES,

EXPENDITURES AND CHANGES IN FUND BALANCE

FOR THE YEAR ENDED DECEMBER 31, 2005

Expenditures/expenses
Public works
Capital outlay
Total expenditures/expenses

Program revenue
Charges for services

Operating grants and contributions
State transportation funds

Capital grants and contributions
Federal and state sources

Total program revenues
Net program revenue
General revenue
Interest and rents
Proceeds / gain on sale of capital assets
Total general revenue

Total revenue

Revenue over (under) expenditures
Changes in net assets

Fund balance/net assets:
Beginning of the year

End of the year

General Statement of
Fund Adjustments Activities
2,500,037 $ 449,520 $ 2,949,557
2,370,172 (2,476,315) (106,143)
4,870,209 (2,026,795) 2,843,414
1,214,022 - 1,214,022
2,473,162 - 2,473,162

570,109 - 570,109
4,257,293 - 4,257,293
1,413,879
5,920 - 5,920
37,665 - 37,665
43,585 - 43,585
4,300,878
(569,331) 569,331 -
- 1,457,464 1,457,464
1,452,567 2,600,773 4,053,340
883,236 $ 4,627,568 $ 5,510,804

The accompanying notes are an integral part of these financial statements.



ARENAC COUNTY ROAD COMMISSION
Reconciliation of the General Fund Revenues, Expenditures
and Changes in Fund Balance to the Statement of Activities

FOR THE YEAR ENDED DECEMBER 31, 2005

Revenues over (under) expenditures - General Fund $ (569,331)
Amounts reported for governmental activities in the statement of activities
are different because:
Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense.
Add - capital outlay 405,799
Add - Infrastructure purchases 2,070,516
Deduct - depreciation expense (443,249)
Deduct - loss on disposal of capital assets (8,358)
The change in the accrued compensated absences is reported as an expense in the
statement of activities but does not require the use of current financial resources
and therefore is not reported as an expenditure in the General Fund. 2,087
Change in net assets of governmental activities $ 1,457,464

The accompanying notes are an integral part of these financial statements.
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ARENAC COUNTY ROAD COMMISSION

GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCE - BUDGET AND ACTUAL
FOR THE YEAR ENDED DECEMBER 31, 2005

Revenues
Permits and licenses

Federal sources
D funds - federal
Other - bankhead jones

State sources
Michigan Transportation funds
Engineering
Allocation
Economic development funds
Rural primary (D funds)
Forest Road (E)

Contributions
City and Villages
Townships
Other

Charges for services
State trunkline maintenance
State trunkline non-maintenance
Salvage sales

Interest and rentals
Other revenue
Proceeds on equipment disposals

Other

Total revenue

Variance
Original Final Positive
Budget Budget Actual (Negative)
$ - - $ 6,700 $ 6,700
- - 389,900 389,900
130,000 130,000 119,285 (10,715)
10,000 10,000 10,000 -
2,511,580 2,444,552 2,463,162 18,610
466,400 488,870 60,924 (427,946)
30,252 30,252 - (30,252)
. - 14,413 14,413
279,102 472,549 456,420 (16,129)
- - 4,330 4,330
591,671 596,834 677,125 80,291
- 15,581 40,824 25,243
- - 4,210 4,210
- - 5,920 5,920
- - 37,665 37,665
33,500 58,376 10,000 (48,376)
4,052,505 4,247,014 4,300,878 53,864
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ARENAC COUNTY ROAD COMMISSION

GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE - BUDGET AND ACTUAL

FOR THE YEAR ENDED DECEMBER 31, 2005

Expenditures
Primary Road
Heavy maintenance
Maintenance
Local Road
Heavy maintenance
Maintenance
Total maintenance
State trunkline maintenance
State trunkline non-maintenance
Equipment expense (net)
Administrative expense (net)

Capital outlay (net)

Other
Billable maintenance service

Total expenditures
Net change in fund balance
Fund balances, beginning of year

Fund balances, end of year

Variance

Original Final Positive
Budget Budget Actual (Negative)
$ 1,232,291 $ 1,207,240 $ 1,220,426 $ (13,186)
689,689 711,826 706,629 5,197
364,460 739,368 743,947 (4,579)
988,490 999,321 1,007,362 (8,041)
3,274,930 3,657,755 3,678,364 (20,609)
591,671 596,834 677,133 (80,299)
- 15,581 40,824 (25,243)

- - (65,039) 65,039
285,410 288,212 304,488 (16,276)
215,750 275,209 215,996 59,213
15,000 15,000 18,443 (3,443)
4,382,761 4,848,591 4,870,209 (21,618)
(330,256) (601,577) (569,331) 32,246
1,452,567 1,452,567 1,452,567 -
$ 1122311 $ 850990 $ 883236 $ 32,246
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ARENAC COUNTY ROAD COMMISSION

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Arenac County Road Commission (the “Road Commission”) conform to
generally accepted accounting principles as applied to governmental units. The following is a summary
of the significant policies.

A.

Reporting Entity

The Arenac County Road Commission, referred to as the Road Commission, is a discrete
component unit of the County of Arenac, Michigan. The Road Commission is used to control the
expenditure of revenues from the State distribution of gas and weight taxes, reimbursements from
the Department of State Highways for work done by the County on State trunklines, Federal
Transportation funds, and contributions from other local units of government for work performed
by the Road Commission.

The Road Commission is considered to be a component unit of the County because it is an entity
for which the County is considered to be financially accountable.

The Road Commission, as a component unit of the County, is required by Public Act 51 of the
State of Michigan, to have a separate audit performed of its operations. These audited financial
statements have been prepared to meet this State requirement.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the activities of the primary government. Governmental
activities are supported by taxes, charges for services and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported as general revenues.

A combined financial statement is provided for the general fund balance sheet and the statement of
net assets and the general fund statement of revenues, expenditures and changes in fund balance
and the statement of activity. The general fund is considered to be a major fund for financial
reporting purposes.
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ARENAC COUNTY ROAD COMMISSION

NOTES TO FINANCIAL STATEMENTS

Measurement Focus Basis of Accounting and Financial Statement Presentation

The government-wide financial statements (statement of net assets and the statement of activity)
are reported using the economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Grants and similar items are recognized as revenue
as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund (general fund) financial statements (general fund balance sheet and general
fund statement of revenues, expenditures and changes in fund balance) are reported using the
current financial resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the government considers
revenues to be available if they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences not
expected to be paid in the current year and claims and judgments, are recorded only when payment
is due.

State and federal revenue, licenses and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current
fiscal period. All other revenue items are considered to be measurable and available only when
cash is received by the government.

The government reports the following major governmental fund:

The general fund is the government’s primary operating fund. It accounts for all financial
resources of the general government.

Assets, Liabilities, and Net Assets or Equity

1. Deposits
Cash and cash equivalents consist of cash on hand, deposits in demand and time deposit
accounts, money market deposits, and certificates of deposits with original maturities of less
than 90 days.

2. Inventory
Inventory, consisting of various operating parts, supplies and road material is stated at cost, as

determined on the average unit cost method. Inventory items are charged to road
construction and maintenance, equipment repairs and operations as used.
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ARENAC COUNTY ROAD COMMISSION

NOTES TO FINANCIAL STATEMENTS

Capital Assets

Capital assets, which include property, equipment and infrastructure assets (roads, bridges
and similar items) are reported in the government-wide statements. Capital assets are defined
by the Road Commission as assets with an initial, individual cost of more than $1,000 and an
estimated life in excess of two years. Such assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated
fair market value at the date donated.

The cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend asset lives are not capitalized.

Capital assets are recorded as capital expenditures at the time of purchase in the fund
financial statements and are subsequently capitalized on the government-wide statements
through an adjustment to the governmental fund (general fund) column.

The Uniform Accounting Procedures prescribed for Michigan County Road Commissions
provide for recording depreciation in the General Operating Fund as a charge to various
expense accounts and a credit to the depreciation contra expense account. Accordingly, the
annual depreciation expense does not affect the available operating fund balance of the
General Fund.

Costs to construct or substantially rehabilitate major networks and subsystems of
infrastructure assets (roads, bridges, traffic signals and similar items) in 2005 were
capitalized and are reported as infrastructure capital assets in the Statement of Net Assets.
Infrastructure capital assets will continue to be capitalized prospectively, beginning with the
year ended December 31, 2004.

Depreciation is recorded over the estimated useful lives (ranging from five to fifty years) of
the assets, using the sum-of-years digits method for road equipment and straight-line method
for all other capital assets and infrastructure as follows:

Buildings 30 to 50 years
Road equipment 5 to 8 years
Shop equipment 10 years
Office equipment 4 to 10 years
Engineering equipment 4 to 10 years
Infrastructure — bridges 12 to 50 years
Infrastructure — roads 5 to 30 years
Infrastructure — traffic signals 15 years

State Trunkline Adjustments

Adjustments to available operating funds resulting from audits of State Trunkline
maintenance expenditures are recorded at the time cash settlement is made. The amount of
the adjustments, if any, for the year ended December 31, 2005, has not been determined.
Based on past experience, the Road Commission does not believe the adjustment will be a
material amount.
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ARENAC COUNTY ROAD COMMISSION

NOTES TO FINANCIAL STATEMENTS

5.  Compensated Absences

Vacation and sick leave payable is reported in the General Fund only for matured amounts,
for example, as a result of employee resignations and retirements. The remaining portion is
recorded as an adjustment to the fund financial statements which results in the government-
wide statements including both short and long-term portions of this liability. The Road
Commission allows employees to accumulate vacation and sick leave in varying amounts,
depending on time of service and other factors.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A.

Budgetary Data

The Road Commission’s procedures for establishing budgetary data are as follows:

The Superintendent submits a proposed budget for the upcoming year to the Board of County
Road Commissioners. The budget is reviewed by the Board and a public hearing is held. Prior to
the beginning of the year, the budget is adopted and placed in the Board minutes by the Road
Commission.

The budget for the General Operating Fund is adopted on a basis consistent with generally
accepted accounting principles (GAAP). Budget amounts shown in the financial statements
consist of those amounts contained in the formal budget approved and amended by the Board.

The Road Commission adopts a budget for the general operating fund by means of an
appropriations act, on a departmental activity basis in summary form. Periodic internal reporting
is on a detail basis in accordance with the state-prescribed uniform chart of accounts consistent
with the way the books are maintained. The budget is prepared on the modified accrued basis of
accounting.

Variances at the legal level of control are as disclosed on the Statement of Revenues, Expenditures
and Changes in Fund Balance — Budget and Actual.
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ARENAC COUNTY ROAD COMMISSION

NOTES TO FINANCIAL STATEMENTS

DETAILED NOTES ON ALL FUNDS

A.

Deposits and Investments

At year-end, the carrying amounts and bank balance of the Authority’s deposits were as follows:

Carrying Amount

Government-wide Financial Statement Captions:

Cash $ 399,162

Investments 206,446

Total $ 605,608
Deposits:

Cash on hand $ 300

Other demand accounts 50,502

Cash on deposit with Arenac County 348,360

Certificate of deposit with Arenac County 206,446

$ 605,608

This entire balance is considered to be deposits for disclosure purposes.

Interest Rate Risk. State law limits the allowable investments and the maturities of some of the

allowable investments as identified in the following list of authorized investments.

- Bonds, securities, other obligations and repurchase agreements of the United States, or an

agency or instrumentality of the United States

- Certificates of deposit, savings accounts, deposit accounts or depository receipts of a qualified

financial institution

- Commercial paper rated at the time of purchase within the 2 highest classifications established
by not less than 2 standard rating services and that matures not more than 270 days after the

date of purchase

- Bankers acceptances of United States banks

- Obligations of the State of Michigan and its political subdivisions that, at the time of purchase

are rated as investment grade by at least one standard rating service

- Mutual funds registered under the investment company act of 1940 with the authority to

purchase only investment vehicles that are legal for direct investment by a public corporation

- External investment pools as authorized by Public Act 20 as amended through 12/31/97
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ARENAC COUNTY ROAD COMMISSION

NOTES TO FINANCIAL STATEMENTS

Interest Rate Risk. The Commission’s investment policy does not have specific limits in excess of
state law on investment maturities as a means of managing its exposure to fair value losses arising
from increasing interest rates.

Credit Risk. The Commission’s investment policy does not have specific limits in excess of state
law on investment credit risk. At year-end, the Commission had no investments and was
therefore, not exposed to credit risk.

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank
failure, The Commission’s deposits may not be returned. State law does not require and the
Commission does not have a policy for deposit custodial credit risk. At year-end, $555,058 of the
Commission’s bank balance of $652,693 was exposed to custodial credit risk because it was
uninsured and uncollateralized. FDIC coverage cannot be determined for deposits with the
County.

Concentration of Credit Risk. State law limits allowable investments but does not limit
concentration of credit risk. The Commission’s investment policy does not have specific limits in
excess of state law on concentration of credit risk. At year-end, The Commission had no
investments and therefore, did not have any concentrations of credit risk.
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B. Capital Assets

Capital asset activity for the year ended December 31, 2005 was as follows:

Balance Balance
January 1, December 31,
2005 Additions Deductions 2005
Capital assets not being depreciated
Land and improvements $ 9200 $ - $ - $ 9,200
Capital assets being depreciated
Buildings 373,344 11,900 - 385,244
Road equipment 3,077,682 379,159 (296,277) 3,160,564
Shop equipment 106,537 1,925 - 108,462
Engineers equipment 43,447 - - 43,447
Yard and storage equipment 137,103 - - 137,103
Office equipment 90,360 12,815 - 103,175
Depletable assets 623 - (623) -
Infrastructure — roads 1,589,368 2,065,759 - 3,655,127
Infrastructure — bridges 519,413 4,757 - 524,170
Total capital assets being depreciated 5,937,877 2,476,315 (296,900) _ 8,117,292
Less accumulated depreciation
Buildings (320,510) (11,909) - (332,419)
Road equipment (2,556,434) (162,888) 288,542  (2,430,780)
Shop equipment (94,808) (2,303) - (97,111)
Engineers equipment (36,625) (1,625) - (38,250)
Yard and storage equipment (117,552) (5,979) - (123,531)
Office equipment (67,201) (4,393) - (71,594)
Infrastructure — roads (95,160) (240,846) - (336,006)
Infrastructure — bridges (13,115) (13,306) - (26,421)
Total accumulated depreciation (3.301,405) (443,249) 288,542 _ (3.456,112)
Net capital assets being depreciated 2,636,472 2,033,066 (8,358) _ 4,661,180
Total net capital assets $2,645,672 $ 2,033,066 $ (8,358) $ 4,670,380

The net book value of the assets disposed of during the year is accounted for as a component of net capital
outlay expenditures. The amount reported as gain on equipment disposals represents proceeds from insurance
recoveries.
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C. Long-Term Debt

Long-term liability activity for the year ended December 31, 2005 was as follows:

Due
Balance Balance Within
January 1, December 31, One
2005 Increases (Decreases) 2005 Year
Compensated
absences $ 44899 $ - $ (2,087) $ 42812 $ 4281

IV. OTHER INFORMATION

A. Defined Benefit Pension Plan

Pension Plan

The Road Commission's defined benefit pension plan provides retirement, disability benefits and
death benefits to plan members and beneficiaries. The Road Commission participates in the
Municipal Employees Retirement System (MERS), an agent multiple-employer plan administered
by the Retirement Board of MERS. Act No. 427 of the Public Acts of 1984, as amended,
establishes and amends the benefit provisions of the participants in MERS. The Municipal
Employees Retirement System of Michigan issues a publicly available financial report that
includes financial statements and required supplementary information for MERS. That report may
be obtained by writing to the Municipal Employees Retirement System of Michigan, 447 N. Canal
Road, Lansing, Michigan 48917 or by calling (888) 478-1919.

Funding Policy

The Road Commission is required to contribute at an actuarially determined rate; the current rates
as a percentage of annual covered payroll are 17.67% for the General unit, 20.50% for the
Administrative unit, 35.40% for the Engineer / Manager unit and 6.23% for the Office Manager /
Clerk unit. Road Commission employees are not required to contribute to the plan. The
contribution requirements of the Road Commission are established by Act No. 427 of the Public
Acts of 1984, as amended, and may be amended by the Retirement Board of MERS. The
contribution requirements of plan members are established and may be amended by the Road
Commission in accordance with negotiated labor agreements.

Annual Pension Cost

For the year ended December 31, 2005, the Road Commission's annual pension cost of $193,658
for MERS was equal to the Road Commission’s required and actual contributions. The required
contribution was determined as part of the December 31, 2003, actuarial valuation using the entry
age actuarial cost method. The actuarial assumptions included (a) a rate of return on the
investment of present and future assets of 8.0%, (b) projected salary increases of 4.5% per year
compounded annually, attributable to inflation, and (c) additional projected salary increases of
0.0% to 4.16% per year, depending on age, attributable to seniority/merit. The actuarial value of
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MERS assets was determined on the basis of a valuation method that assumes the fund earns the
expected rate of return, and includes an adjustment to reflect fair value. The Road Commission's
unfunded actuarial accrued liability is being amortized as a level percentage of projected payroll
on an open basis. The remaining amortization period at December 31, 2004 the date of the latest

actuarial valuation, was 30 years.

Three-Year Trend Information

Percentage
of APC
Contributed

100%
100
100

Schedule of Funding Progress

Fiscal Annual
Year Pension

Ending Cost (APC)

12/31/2003 $169,217

12/31/2004 179,624

12/31/2005 193,658

Actuarial Actuarial Accrued

Actuarial Value of Liability (AAL)

Valuation Assets - Entry Age
Date (a) (b)

12/31/2002 $ 2,471,245 $ 4,389,779
12/31/2003 2,525,987 4,626,398
12/31/2004 2,582,806 4,895,630

B. Self-Insurance Pool

The Road Commission is a member of the Michigan County Road Commission Self-Insurance
Pool (Pool). The insurance coverage includes, but is not limited to, general liability, auto, property
insurance, stop loss protection, errors and omissions, truck line liability and an umbrella policy.
The amount the Road Commission pays annually is determined by the Administrator of the Pool
and is based on miles of roads, population and prior claim history of the Road Commission. In
addition to premiums paid, the Road Commission is responsible for the first $1,000 of legal

Unfunded
AAL Funded
(UAAL) Ratio
(b—a) (a/b)
$ 1,918,534 56%
2,100,411 55
2,312,824 53

Net
Pension
Obligation
$-
UAAL as a
Covered Percentage of
Payroll Covered Payroll
©) ((b-a)/c)
$ 909,258 211%

941,888 223
988,386 234

expense incurred per occasion. All other risk is transferred to the Pool.
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C. Contingencies

The Road Commission has been named as a defendant in various litigation involving lawsuits
pending and notices of intent to file suit.

Management and legal counsel of the Road Commission expect no material losses in excess of
insurances should an unfavorable outcome prevail. No provision for any loss has been made in the
accompanying financial statements.

Under the terms of various Federal and State grants, periodic audits are required and certain costs
may be questioned as not being appropriate expenditures under the terms of the grants. Such
grants could lead to reimbursement to the grantor agencies. However, Road Commission
management does not believe such disallowances, if any, will be material to the financial position
of the Road Commission.

* Kk k Kk k%
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ARENAC COUNTY ROAD COMMISSION

GENERAL OPERATING FUND
SCHEDULE OF REVENUES BY COMPONENT

FOR THE YEAR ENDED DECEMBER 31, 2005

PRIMARY LOCAL COUNTY ROAD

ROAD ROAD COMMISSION
FUNDS FUNDS FUNDS TOTAL
Revenues
Permits and licenses $ - $ - 3 6,700 $ 6,700
Federal sources
D funds - federal 389,900 - - 389,900
Other - bankhead jones 117,489 - 1,796 119,285
State sources
Michigan transportation funds
Engineering 6,300 3,700 - 10,000
Allocation 1,561,128 902,034 - 2,463,162
Economic development funds
Rural primary (D funds) 60,924 - - 60,924
Contributions from local units
City and Village - - 14,413 14,413
Townships - 456,420 - 456,420
Other governments - - 4,330 4,330
Charges for services
State trunkline maintenance - - 677,125 677,125
State trunkline non-maintenance - - 40,824 40,824
Salvage sales - - 4,210 4,210
Interest and rentals 2,813 2,086 1,021 5,920
Other
Gain on equipment disposals - - 37,665 37,665
Other 10,000 - 10,000
Total revenues $ 2,138,554 $ 1,374,240 $ 788,084 $ 4,300,878
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ARENAC COUNTY ROAD COMMISSION

GENERAL OPERATING FUND
SCHEDULE OF EXPENDITURES BY COMPONENT

FOR THE YEAR ENDED DECEMBER 31, 2005

Expenditures

Heavy maintenance

Roads

Structures
Maintenance

Roads

Structures

Winter maintenance

Traffic control

Total maintenance and construction

State trunkline maintenance
State trunkline non-maintenance
Equipment expense (net)
Administrative expense (net)

Capital outlay (net)

Other
Billable maintenance service

Total expenditures

PRIMARY LOCAL  COUNTY ROAD
ROAD ROAD COMMISSION
FUNDS FUNDS FUNDS TOTAL
$ 1215669 $ 743,947 - $1,959,616
4,757 - - 4,757
537,698 837,894 - 1,375,592
- 4,694 - 4,694
152,074 141,840 - 293,914
16,857 22,934 - 39,791
1,927,055 1,751,309 - 3,678,364
- - 677,133 677,133
- - 40,824 40,824
(13,268) (37,046) (14,725) (65,039)
159,518 144,970 - 304,488
- 215,996 215,996
] . 18,443 18,443
$2,073,305  $1,859,233 937,671  $4,870,209
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ARENAC COUNTY ROAD COMMISSION

GENERAL OPERATING FUND
SCHEDULE OF CHANGES IN FUND BALANCE BY COMPONENT

FOR THE YEAR ENDED DECEMBER 31, 2005

PRIMARY LOCAL COUNTY ROAD
ROAD ROAD COMMISSION
FUNDS FUNDS FUNDS TOTAL
Total revenues $2,138554 $1,374240 $ 788,084  $4,300,878
Total expenditures 2,073,305 1,859,233 937,671 4,870,209
Revenues over (under) expenditures 65,249 (484,993) (149,587) (569,331)
Other financing sources (uses)
Intrafund transfers (234,169) 234,169 - -
Revenues and other sources over (under)
expenditures and other (uses) (168,920) (250,824) (149,587) (569,331)
Fund balance, beginning of year 690,216 511,876 250,475 1,452,567
Fund balance, end of year $ 521,296 $ 261,052 $ 100,888 $ 883,236
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